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National Income (in millions of JD) 


GNP (Current Prices) 2023. .9 
GDP (Current Prices) 2073. 2189.5 
9 
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Real GNP Growth (Percent) -3, 


ise -2. 
Real GDP Growth (Percent) Si: -2. 
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Foreign Trade and Balance of Payments (in millions of USD) 


Imports 2700. 
Domestic Exports 738. 
Reexports 197. 
Trade Balance -1769. 
Workers Remittances 937 . 
Grant Aid 376: 
Current Account Balance (1) -349, 
Overall Balance of Payments (1) -125. 
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Foreign Exchange Reserves and External Debt (in millions of 


Commercial Bank Foreign Assets 1414.2 FOr 1 PEZ6..1 -5.2 
Central Bank Foreign Assets LESS .7 922:5:5 1039.8 N/A 
Internal Public Debt 3587.2 4592.8 N/A N/A 
Exchange Rate USD/JD (ann. avg.) 2.95 2.66 1.74 (2)N/A 


Central Government Public Finances (in millions of JD) 


Domestic Revenues Sal. S44.,: 
Foreign Receipts P27 Pos 
Recurring Expenditures 602. 669. 
Capital Expenditures 2UL: ZS6:, 
Internal Debt Outstanding 624. 921. 


Money and Banking (in millions of JD) 


Money Supply (M1) 979, 
Money Supply (M2) 2372. 
Commercial Bank Deposits 2V42. 
Commercial Bank Credit LSS. 


Price Indices 


Cost of Living (1986=100) 
Wholesale Prices (1979=100) 
Share Price (1985=100) 


Production (thousands of tons) 


Phosphate 6845. 
Potash 1203. 
Fertilizer 604. 
Cement LOT 
Petroleum Products 2404. 
Industrial Index (1979=100) 205. 
Agricultural Index (1989=100) Leh 
Construction (1000 sq. meters) 2067. 


5628. 
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615. 
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188. 
146. 
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Sources: CBJ Monthly Statistical Bulletin, April 1990 
Jordan Official Gazette 
Ministry of Finance (1990 estimates) 
(1) Data for 1989 do not include rescheduled payments 
(2) Data represent Jan-April 1990 average exchange rate 





SUMMARY * 


Jordan is a small country with limited resources. As such, the country's 
economy has historically been highly dependent on external inputs of both 
goods and money. From the mid-1970s to the early 1980s, Jordan's economy 
expanded rapidly in response to the oil-fueled boom in the Gulf. By the 
mid-1980s, however, with the Gulf states in economic recession, Jordan's 
economy began experiencing difficulties. In spite of dramatic declines 
in Arab grant aid and worker remittances, the government continued to 
pursue costly infrastructural development, expansion of government 
services, and a build-up in military defenses. 


Among the economic consequences that resulted from this policy were a 
foreign debt estimated at $8.3 billion at the end of 1988; a budget 
deficit that hit 15 percent of GDP (excluding grant aid) in 1989; foreign 
exchange reserves that had dwindled to negligible levels by the summer of 
1989; and a currency that depreciated by an average 35 percent between 
1988 and 1989. Social consequences have been equally severe; 
unemployment is officially estimated at 16 percent; the cost of living 
index rose 26 percent in 1989; and per capita income has been depressed 
by a population growth rate approaching 4 percent. 


Confronted with mounting international financial obligations, Jordan 
approached the International Monetary Fund (IMF) in March 1989 and 
concluded an 18-month Standby Agreement. The agreement allowed the 
government to open negotiations with creditor countries to reschedule 
foreign debt. As of June 1990, Jordan had rescheduled most of its 
official debt falling due between July 1, 1989 and December 31, 1990. 
Another round of IMF negotiations will likely be necessary to initiate a 
second rescheduling cycle but for now these negotiations are on hold. 

The IMF agreement spells out an economic restructuring program that calls 
for an increase in economic growth rates, a stabilizing of prices, a 
reduction in the budget deficit, and a complete adjustment in the balance 


of payments by 1993. Rescheduling of commercial debt is still pending 
through the London Club. 


Jordan's economic performance in 1989 showed a mixed picture. While real 
GDP growth and the overall balance of payments were both negative, the 
trade deficit registered a dramatic improvement as Jordan's imports 
contracted by 22 percent and exports expanded by 9 percent. Jordan also 
made substantial progress in controlling the growth of its credit and 
money supply, which appears to have had a dampening effect on inflation 
in the first quarter of 1990. Also, the stability of the dinar since 
September 1989 had a salutory effect on foreign exchange reserves, 
boosting them to $490 million in May 1990. 


Given the IMF-mandated economic adjustment program and the tight 
government budget, demand for U.S. goods is likely to remain depressed. 
Over the medium term, however, trade implications for the United States 
appear brighter, particularly if growth in manufactured exports 
continues. While current difficulties in the Jordanian economy should 


not be minimized, neither should the potential for economic revival be 
underestimated. 


BACKGROUND 


Jordan is a small country with limited natural resources. Only 10 
percent of the total land area (9.7 million hectares) is arable, and the 
effective use of this area is further restricted by water shortages. 
Rainfall is low and highly variable, and much of Jordan's available 
groundwater is nonrenewable. Jordan has no known coal deposits. To 
date, no oil deposits of commercial value have been found, but natural 
gas currently provides about 10 percent of the country's electrical 
needs. Jordan's economic resource base has traditionally centered on 
rock phosphate, and potash and their fertilizer derivatives, which 
continue to be principal sources of hard currency earnings. 


* Prepared July 1990 





Given its limited resources, Jordan has historically been heavily 
dependent on external inputs: energy supplies (crude oil) from Iraq; 
manufactured goods and consumer durables from Europe, Japan, and the 
United States; and cereal grains primarily from the United States. The 
country has also relied heavily on external sources of income. Fueled by 
substantial flows of worker remittances and official grants from the Gulf 
states during the oil boom years, Jordan's economy grew at an 
unprecedented rate. During 1974-1982, average real economic growth rates 
exceeded 10 percent, real investment more than quadrupled, and real per 
capita income almost doubled. 


During this period, large inflows of external financing enabled Jordan to 
embark on an extensive infrastructural development program; establish 
capital intensive extractive industries in phosphates, potash, and 
cement; expand irrigated agriculture in the Jordan Valley; and rapidly 
expand government services. Due to the high levels of external receipts, 
Jordan's rapid economic growth was achieved with a manageable inflation 
rate and a stable currency. An influx of foreign workers, mostly 
Egyptians, helped to quell inflationary pressures, as 300,000 skilled 
Jordanians migrated to the Gulf to fill high-wage technical and 
managerial positions. 


1980s ECONOMIC DEVELOPMENTS 


Since the mid-1980s, however, Jordan's economy has been adversely 
affected by the contracting oil economy in the Gulf. With the regional 
decline in economic activity, demand for Jordan's most valuable 
export--its skilled workers--fell off dramatically. As a result, worker 
remittances, a mainstay in the Jordanian economy, dropped from $1.1 
billion in 1982 to about $623 million in 1989. Arab grant assistance has 
fallen off even more dramatically, reaching only an estimated $350-$400 
million in 1989 versus a peak of $1.2 billion in 1981. 


The economy failed to adjust to the precipitous drop in external 
revenues. Government expenditures continued to rise as the country opted 
to move forward with costly infrastructural development projects. 
Additionally, strengthening of military defenses resulted in increased 
government spending. At the same time, the trade balance deteriorated as 
the country failed to curb high demand for imports. To finance the 
consequent deficits in its balance of payments and budget, the government 
was forced to borrow heavily both domestically and abroad. 


The overall result was a massive build-up in foreign debt and a rapid 
drawdown of foreign exchange reserves. As Jordan's foreign debt 
burgeoned (estimated $8.3 billion at the end of 1988) and foreign 
exchange reserves dwindled to less than two weeks of imports by mid-1988, 
Jordan's overvalued dinar came under increasing pressure. The government 
floated the currency in October 1988, accelerating a sharp depreciation 
in its value. From an average exchange rate of $2.66 to the dinar in 
1988, the dinar plummeted to an average $1.74 in 1989. Over the first 
four months of 1990, the dinar has hovered around $1.50. 


Jordan's foreign exchange reserves fell to negligible levels amid heavy 
black market speculation in late 1988 and the first half of 1989. The 
Central Bank of Jordan (CBJ) responded by shutting down the parallel 
market operated by money changers and imposing foreign exchange 


controls. To further conserve foreign exchange, in November 1988, the 
government imposed a one-year ban on the importation of automobiles, 
electronic goods, appliances, and other luxury consumer items. The 
shortage of foreign exchange disrupted the business community as 
importers encountered difficulties in opening letters of credit. 





Jordan's budget has been another casualty of the economic downturn. In 
1989, despite strong efforts to hold the line on spending, the budget 
deficit stood at 15 percent of GDP, excluding grants. The large deficit 
put increasing pressure on the government to cut subsidies and decontrol 
prices on basic commodities. When the government acted in April 1989 to 
increase prices on fuels, beverages, cigarettes, telephone, electricity 
and vehicle registration fees, the price hikes triggered rioting in the 
economically depressed southern regions of the country. 


The mood of economic discontent that swept the country in the wake of the 
riots helped set the stage for Jordan's recent dramatic moves toward 
democratization. On November 8, 1989, the Kingdom held its first general 
parliamentary election in 22 years, and by December the government was 
moving to implement sweeping political reforms, including removing 
regulations against the press, lifting martial law, and reducing the 
power of domestic security forces. 


While the government's experiment in political liberalization has had 
beneficial spillover effects for the economy, it has done little to 
alleviate Jordan's serious debt service problems, perhaps the single 
greatest threat to Jordan's economic stability. Despite debt 
rescheduling through the IMF and the Paris Club, Jordan still faces a 
daunting repayment schedule. Between 1991 and 1994, Jordan's debt 
service payments are estimated to exceed $1 billion annually. Those 
payments will force continued heavy reliance on Arab aid payments and 


will continue to place a burden on a government budget that is already 
heavily strained. 


SOCIO-ECONOMIC CONSEQUENCES 


In July 1990, unemployment officially stood at 9 percent, although 
government officials have estimated publicly that 15.6 percent of the 
work force, representing 100,000 people, is unemployed. Joblessness has 
been particularly severe in southern Jordan, where there is a scarcity of 
industrial and business enterprises. With approximately one-half the 
Jordanian labor force composed of government employees (civilian and 
military), whose wages have been indefinitely frozen, many families find 
it increasingly difficult to cope with steep rises in the cost of living. 


From 1988 through 1989, the official cost of living index rose 
approximately 27 percent. Over the same period, the dinar lost 35 
percent of its value against the U.S. dollar, depreciating from an 
average $2.66 in 1988 to $1.74 in 1989. Caught between the pincers of 
rising prices and a depreciating currency, citizens vented their 
frustrations in the streets during the April 1989 price riots. 


To combat the rise in cost of living, the government has announced 
continuation of subsidies for basic food commodities such as rice, wheat, 
sugar, and milk. In 1989, these subsidies amounted to JD 72 million 
($125 million). In addition, public sector employees (civilian and 
military) and their dependents are entitled to shop at government 
commissaries, which supply groceries, household goods, home furnishings, 
kitchen appliances, clothing, and other commodities at prices which range 
from 10 to 25 percent below open market prices. 


Jordan's economic difficulties are compounded by one of the world's 
highest population growth rates. At 3.9 percent annual growth, Jordan's 
population of 3.1 million will double in less than 20 years, placing an 
even heavier burden on the country's already strained educational, 
health, welfare and other services. Of equal concern is the fact that 
one-half of Jordan's population is under the age of 15. This growing 
cohort of young Jordanians will soon be moving into a work force where 
employment opportunities are extremely limited. 





DEBT RESCHEDULING 


Confronted with mounting international financial obligations, the 
government opened negotiations with the IMF in March 1989 on debt 
rescheduling. An IMF Standby Agreement allowed the government to open 
negotiations on rescheduling the country's $8.3 billion in foreign debt. 
Terms of repayment on official debt were finalized in a Paris Club accord 
concluded in July 1989. The accord provided for the rescheduling of $573 
million in debt payments due between July 1, 1989 and December 31, 1990. 
Payments were rescheduled over a 10-year period, with a S-year grace 
period. 


Rescheduling of the Kingdom's estimated $1.4 billion in commercial debt 
(about 17 percent of total foreign debt) has proceeded more slowly. The 
Jordanian Government signed a rescheduling agreement with the London Club 
in September 1989, but it was subsequently rejected due to disagreements 
over interest rates. Further negotiations are on hold. 


ECONOMIC ADJUSTMENT EFFORTS AND PERFORMANCE 


The medium-term (1989-93) economic adjustment program negotiated with the 
IMF calls for an increase in economic growth rates, a stabilization of 
prices, reduction in the budget deficit, and a complete adjustment in the 
balance of payments by 1993. Since the onset of the adjustment effort, 
Jordan's economic performance has been mixed. While real GDP growth 
registered -3.9 percent and the budget deficit still hovered around 15 
percent in 1989, the trade deficit showed a dramatic improvement as 
imports contracted by 22 percent and exports increased by more than 9 
percent (see "Export Prospects" section). 


The contraction in imports was led by such product categories as vehicles 
and spare parts (down 50 percent), cereals (down 26 percent), machinery 
(down 21 percent), and electricals (down 21 percent). Many of these 
products are traditionally supplied by U.S. firms, which saw their 
exports to Jordan decline by more than 16 percent in 1989 (see 
"Implications for United States" section). 


Another encouraging indicator has been the stability of the dinar. The 
dinar's stable exchange rate since September 1989 is the result of strong 
intervention by the Central Bank of Jordan (CBJ) coupled with $200 
million in grant aid from Saudi Arabia. Against an emerging black market 
for foreign exchange, which by August 1989 had priced the Jordanian 
currency at nearly $1.00 to the dinar, the CBJ acted to establish a 
two-tier exchange rate--an official government rate to supply essential 
goods and a free market rate for nonessentials. Buoyed by strong 
financial support from the Gulf, the CBJ was able to reverse the 
currency's downward slide, unify the country's two-tiered exchange rate 
in February 1990, essentially eliminate the black market and effectively 
stabilize the dinar exchange rate at about $1.50. 


The stability of the dinar has had a salutory effect on Jordan's foreign 
exchange reserves. From a position of negligible reserves during the 
height of black market speculation in the summer of 1989, CBJ gross 
reserves rebounded to $490 million in May 1990. 


Despite the fact that the budget deficit still ran at 15 percent of GDP 
in 1989 (excluding grants), the government has moved to control 
spending. In the 1990 budget, real spending was cut by approximately 15 
percent. To bring the deficit in line with IMF targets, the Kingdom's 
1990 budget effort has focused on raising revenues and containing 
expenditures. The government hopes to enhance revenues by increasing 
personal income taxes, corporate income taxes, and consumption taxes. 


The latter is designed to shift the tax burden from customs tariffs to 
sales taxes. 





Through July 1990, in compliance with the IMF adjustment program, the 
Central Bank implemented measures to slow the growth of money and credit 
in order to combat inflation. Preliminary statistics for 1989 show that 
Jordan made substantial progress. Inflation subsided somewhat in the 
first quarter of 1990 as official statistics show only a 1.9 percent 
increase in the cost of living index. 


The Parliament is expected to play an increasingly assertive role in the 
formulation of economic policy, especially budgetary matters, as deputies 
strive to address the economic complaints of disgruntled constituents 
increasingly pinched by rising prices. While the newly elected Lower 
House of Parliament had little opportunity to shape the 1990 budget, it 
did identify JD 12 million in additional expenditure cuts, signalling a 
serious intent to deal with overspending. 


THE SHORT- TO MEDIUM-TERM OUTLOOK 


Jordan's tight foreign exchange position and external debt constrain 
near-term growth prospects. As a result of rescheduling, Jordan's debt 
service obligations were temporarily postponed. However, from 1991-94 
Jordan's debt service bill is estimated to balloon to more than $1 
billion annually. How the country will be able to get over that debt 
bulge is problematic. It is likely that Jordan will need to negotiate a 
second Standby Agreement with the IMF in order to pave the way for a 
second round of rescheduling in 1991. 


In the short term, therefore, the country will likely continue to depend 
heavily on concessional financing and Arab grant aid to meet its 

burgeoning debt service obligations. Over the medium term (to 1993), if 
official projections of economic growth materialize, Jordan should be in 


a stronger position to meet its international debt obligations using its 
own resources. 


EXPORT PROSPECTS 


On the trade front, the economy is expected to continue building on the 
strong upward momementum in exports. Jordan's traditional exports 
(phosphates, and potash, and their fertilizer derivatives) collectively 
accounted for about 47 percent of Jordan's 1989 export earnings of $1.1 
billion. If international prices for phosphates remain firm, Jordan's 
aggressive drive to develop new phosphate and fertilizer markets on the 
Indian subcontinent, in southeast Asia, and eastern Europe, should make 
for continued strong performance. 


Export growth in 1989 was due not only to strength in traditional 
exports, but also to a healthy increase in a number of nontraditional 
exports. Since the depreciation of the dinar in October 1988, Jordanian 
vegetables, for example, have become much more competitive in 
international markets. Exports of Jordanian vegetables were up 21 
percent in 1989. Not only were traditional markets in the Gulf tapped, 
but also new European markets were tested. Continued development of the 
Jordan Valley and improvements in agricultural marketing are expected to 
produce steady gains over the medium term. 


Manufactured goods, including pharmaceuticals, clothing, detergent, and 
machinery also exhibited healthy export gains in 1989. Growth in the 
pharmaceuticals industry has been fueled by Jordan's growing regional 
reputation for high quality and competitive prices. Currently, about 75 
percent of Jordanian production of pharmaceuticals goes to export 
markets, bringing in nearly $52 million in export earnings in 1989, up 
from the $49 million earned in 1988. Detergents, machinery (Jordanian 
made stoves and refrigerators, among other products) and clothes all 
exhibited dramatic gains in 1989. Exports of finished garments, for 
example, were up by 105 percent over the previous year as foreign buyers 
began to recognize the profit margins possible in low-cost Jordanian-made 
designer jeans, dress shirts, and underwear. 





INVESTMENT CLIMATE 


On the investment side of the ledger, things are less clear. While the 
government has striven to encourage private investment by easing 
licensing requirements and legislating tax holidays, many potential 
investors remain on the sidelines, uncertain as to the possibility of a 
further slide in the dinar, a hike in interest rates or the impostion of 
increased income taxes. To liberalize the trade and investment climate, 
the government has proposed new laws to reform the tariff structure and 
to provide added incentives to potential investors. 


One factor currently promoting investment has been the recent slide in 
real interest rates, i.e., the difference between nominal rates and the 
rate of inflation. As of June 1990, real interest rates were hovering 
around zero percent, or even falling into negative territory. 
Established entrepreneurs have been quick to take advantage of the 
situation. At one industrial park outside Amman, for example, capital 
investment in new and existing industrial projects hit a record high JD 
15 million ($26 million) in 1989 as businessmen sought to develop new 
found export markets in the Gulf, the EC, and the United States. 


The industrial park, which was established in 1982 to facilitate the 
development of Jordanian industry, currently has a total invested capital 
of JD 83 million ($144 million) and employs nearly 5,000 workers in a 
broad cross-section of industrial firms that produce carpets, drip 
irrigation pipes, furniture, plastic agricultural sheets, medicinal 
capsules, outdoor lighting, electrical switches, dialysis equipment and 
other manufactured goods. 


While economic factors figure prominently in private sector investment 
decisions, one factor of overriding signficance is politics. Many in the 
banking and business community agree that the single most important 
influence for the investment climate in Jordan is the status of the 
Arab-Israeli peace process and the current Gulf crisis. On the other 
hand, Jordanians point out that should there be real movement in the 
peace process, this could greatly stimulate private investment, both 
foreign and domestic. 


IMPLICATIONS FOR THE UNITED STATES 


The U.S. Department of Agriculture (USDA) credit guarantee programs are 
expected to continue to boost imports of American cereal grains. USDA 
increased Jordanian credit guarantee coverage under the GSM-103 program 
to $95 million for fiscal year 1990, which allowed Jordan to increase its 
imports of U.S. rice, wheat, and corn. Additionally, under the shorter 
term guarantees of the GSM-102 program, Jordan has been extended $42 
million to facilitate private sector imports of U.S. lumber, plywood, 
processed food, and other products. Finally, $27 million in guarantees 
were provided under the 416(b) program for import of U.S. sorghum. 


Over the near term, demand for U.S. goods will be depressed. Over the 
medium term, trade implications for the United States appear brighter. 

In the pharmaceuticals industry, Jordanian manufacturers are scrambling 
to keep up with strong demand from abroad for their products. The surge 
in exports is beginning to translate into orders for foreign-made 
manufacturing equipment as pharmaceutical supply houses initiate 
expansion plans. Another industrial sector that holds out some promise 
for potential U.S. investment is the fledgling natural gas industry. The 
outlook for oil is less optimistic, although seismic surveys by foreign 
oil companies continue apace. 


* U.S. Government Printing Office : 1991 -282-906/20039 





